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PURPOSE

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

THE PRES T~ i
Ilu &P&HU-L-J-‘:.A.‘-L HAS SEE:‘-

MEETING ON FY 1979 BUDGET
Wednesday, May 25, 1977
1:00 p.m. (2 hours)
The Cabinet Room

FROM: W. Bowa Cutter

ou p

To receive an overview briefing on the 1979 budget.
Supporting materials are included in the attachment.

PARTICIPANTS

The Vice President
Bert Lance

Zbigniew Brzezinski
Stuart Eizenstat
Hamilton Jordan
Frank Moore

Jody Powell

Charles

Schultze

~Jack Watson

Jim McIntyre
Bo Cutter
Dale McOmber

Gail Harrison
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THE PRESIDENT HAS SZEAX.
THE CHAIRMAN OF THE
COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

May 24, 1977

MEMORANDUM FOR THE PRESIDENT

. aL>
FROM: Charlie Schultze

SUBJECT: Economic and Budgetary Outlook for Fiscal 1979

Tomorrow afternoon (May 25), OMB will be giving you
an overview of the budgetary outlook for fiscal 1979. The
presentation starts with the same approach that was employed
in our presentation to Congressional leaders on May 2 of
the budget outlook for fiscal 1981, namely:

- A base economic growth rate is assumed.

- Given this assumed growth rate, Federal
revenues and the size of the deficit are
calculated.

To supplement the OMB presentation, I will try to
outline a view of the budget planning problem for fiscal
1979 that recognizes the two-way interrelationship between
the budget and the performance of the economy. In particular,
we have to ask the question whether or not the assumed
economic growth rate can be reached, given the OMB projection
of Federal expenditures. (OMB is aware of this problem and
we have discussed our results with them.)

- We start with the 1979 OMB expenditure figures
and current tax laws, and ask what the likely
effects would be of those expenditures and tax
laws on the economy.

* Based on our best-guess estimate of economic
performance, we then calculate the probable
level of Federal revenues and the deficit.

I want to warn you that the economic forecast for
1979 we will present reflects very preliminary thinking.
We have underway at the present time an intensive review
of the probable performance of the economy through the
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+ Net exports will provide little or no stimulus
because recovery abroad is lagging and our oil
imports will still be rising.

- State and local expenditures will grow fairly
strongly in late 1977 and 1978 as the jobs
programs and countercyclical revenue sharing
gather strength, but growth will slow in 1979.

+ In 1979 Federal outlays, adjusted for inflation,
rise only moderately. The real increase in these
outlays amounts to about 5 percent in fiscal 1978
and 2-1/2 percent in fiscal 1979.

- BEven with fairly expansive monetary policy, rising
interest rates will take the steam out of the boom
in housing.

Given these elements of relative weakness, it would
take very large increases in business fixed capital outlays
and in personal consumption expenditures to achieve a real
economic growth significantly above the figures in our
forecast for 1978 and 1979. We do project healthy increases
in real investment spending -- between 8 and 9 percent in
1978 and 1979. And we keep the consumer saving rate to
6-1/4 percent. But that is not enough to achieve the
base economic growth path. While larger increases in
investment and consumption could develop, we have no
present evidence that they will.

Budget Results. Table 2 translates this economic forecast
into its implications for the budget.

Our estimates for outlays differ from those of OMB
because (1) we assume a $6 billion shortfall in FY 1978,
and (2) our estimates of expenditures for income maintenance
are a little higher in fiscal 1979, since unemployment is
higher than in OMB's base economic growth assumption.

Our estimates for revenues fall below those of OMB
because the growth rate of real GNP we are forecasting is
lower than the base economic growth rate. Our revenue
estimates, however, are very rough. We have not had time
to do a precise translation from the economic forecast
to its implications for tax revenues.
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The OMB recommendations are based on reviews of specific agency and program issues --
the totals have not been examined 1in terms of their fiscal policy implications.
Charlie Schultze will address the latter subject. Further, it should be kept in mind
that the projections are conservative, particularly for budget outlays. They price
out the effects of current programs and specific Administration proposals that have
been decided upon to date. They do not include the costs of new programs under
development such as national health insurance. Further, it is generally assumed that
there will be no changes in operating levels of existing programs, and that temporary
counter-cyclical programs are allowed to phase out as the economy moves toward full-
employment. (However, jobs programs that are part of welfare reform are expected to
phase _in as counter-cyclical programs phase out.) Moreover, adjustments tor future
inflation are included only for those programs tied by law to the cost of 1living or
for procurement that requires long lead time. Finally, they do not include possible

effects of Congressional action beyond what the Administration plans to propose, such
as more costly welfare reform.

Summary

Table 1 shows the current fiscal outlook based on the two alternative economic paths
developed 1in April. Both paths assume a sustained economic expansion and a
diminution in the rate of inflation to 4%. The only difference in the two pgaths 1is
that the calendar vyear 1978 rate of economic expansion is higher under the base
economic path. 'These economic assumptions are being reconsidered at this time;
revisions will be reflected in our final overview session next month.

Revised Estimates of Kkeceipts

Four major factors have altered our earlier estimates of receipts:

-~ the recently enacted tax bill;

-~ the energy tax proposals;

-—~ the social security tax proposals;
-~ Treasury reestimates for 1979-82

As table 2 shows, these factors have resulted in downward revisions in estimated
receipts in 1977 and 1978, but significant increases in subsequent years. 1In 1981,
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Table 1

THE FISCAL OQUTLOOK
(fiscal years; in billions of dollars)

L )

L S L A ]

" Surplus or deficit,....,

~

Effect of OMB Recommendations
Receipt5|.!-.-.q--~,.q.-‘-----
OutlaYS.‘.;nv(\v\-q;:vttt\l

Surplus or deficit.

Alternative Economic Path
Base Projection

ReCeiptS.‘.-q.“”x...

LIS S I

OutlaysS...veeerineeeenennnens

Surplus or deficit

Effect of OMB Recommendations

Receipts......cccvuenn
Outlays......ccceeue..

Surplus or deficit

1977 1978 1979 1980 1981

358, 1 401.1 470, 2 536, 2 603.9

408.2 463.6 496 .2 529.2 561.7

-50.1 -62.5 -26.0 -7.0 42,2

358.1 401.1 4 470,2 536.2 603.9.

408, 2 464.2 -7, 498,5 526.5 555 .0
t‘

-50.1 -9 -63,1  -28,37 9.7 48.9

358. 1 398.5 459 .4 523.6 590 .3

408.2 463.9 497.7 531.5 564,1

-50.1 -65.4 -38.3 -7.9 26.2

358, 1 398.5 459 .4 523,6 590. 3

408.2 464.7-T% 500.0 528.8 557.4
'] 3

-50.1-3 -66.2 -40.67  -5.2 32.9

/71
7 78
U p
Y ¢ J

669.0
600.3

"

68.7

669.0
589.0

80.0

654.8
603.7

51.1

654.8
592.4

62.4



Table 2

ESTIMATED RECEIPTS, 1977-82
(in billions of dollars)
Fiscal Years
1977 1978 1979 1980 1981 1982
April estimates (base economic path).., 359,5 404,7 465,6 522,9 584,9 645.0
Revisions:
Recently enacted tax bill (H.R,

6 0 B T -1.4 -4.0 -3.0 -1.4 -1.3 -1.3
Energy proposals.....ccceeieeeennn. - 3 2.2 4.8 5.4 6.0
Social security tax proposals...... - - 1.3 5.3 9.5 13.2
Treasury reestimates.......ceeeees. ——— - 4.1 4.7 5.4 6.0

Subtotal, revisions..... eeoe. =1.4 -3.7 4.6 13.4 19.0 24.0
7‘”4 * 3¢
Current estimates (base economic path). 358.1 401.1 470.2 536.2 603.94% 669.0
Effect of alternative economic path.. —— -2.6 -10.8 -12.6 -13.6 ~14.2
<§urrent estimates (alternative *,2 X3t
economic path)......cccvveva.n cesess. 358.1 398.5 459 .4 523.6 590.3 < 654.8
& *:f [6/‘/ - 1)7“’
5 oF
G & m”n
2 & )
58
® o
@
38
3
=
2

“
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Table 3 for Preservation Purposag
REVISED OUTLAY ESTIMATES, 1977-82

(in billions of dollars)

1977 1978 1979 1980 1981 1982
April estimates (base economic path).. 408.1 462.6 492.1 523.5 555.0 592.7
Revisions:
Energy proposalS.......cceeeeascces (=--=) (1.7) (3.0) (4.7) (5.3) (6.3)
Interest reestimates.......ceeeeea. (0.1) (0.8) (1.1) (1.0) (1.4) (1.3)
Changes in contingencies.......... (==—) (~1.5) (---) (---) (===) (===)
Subtotal, revisions........ 0.1 1.0 4.1 5.7 6.7 7.6
{~¢ur!‘¢~\‘\ cest es an«@‘\ﬁ-
Current base estimate......cceeececoesea 408.2 463.6 496.2 529.2 561.7 600.3
Effect of tentative OMB
recommendationS..ceeeeceesscocncoas —— 0.6 2.3 -2.7 -6.7 -11.3
Current OMB recommended level......... 408.2 464.2 498.5 526.5—>555.0 589.0
Effect of alternative economic f—**~—~ Al2 /0 ’_*__\T
ASSUMPLIONS .. et eeeesecsoanssooases ——- .3 1.5 2.3 2.4 3.4
Current OMB”recommended"level
(alternative economic path)......... 408.2 464.5 500.0 —»528.8—>»557.4 592.4
+SE£7, /7 .

Potential Budget Requests

We can expect to be faced with significantly higher outlay proposals than these figures
contemplate. In our initial review of plans, taking into account both what the Congress

may do, and agency and interest group preferences we came to the following "higher
alternative" levels:

i"‘ll‘
Increase Over g/ M 55;
Amount Recommended Level .# q 77 Jf
1979...... Ceessecesnnas 530 +31.5 &
1981 e eeranennnnannnnn. 605 +50 }LVPA”)
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OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

EXECUTIVE OFFICE OF THE PRESIDENT Q‘/

MAY 17 1977

ACTION

MEMORANDUM FOR: THE PRESIDENT

FROM: Bert Lance w‘-—
SUBJECT: Assistance for outer continental

shelf impacts

Background

Committee mark up on the outer continental shelf bill (H.R. 1614) will
begin in mid-May in the House. Efforts will be made to amend the bill to
include provisions for non-~discretionary revenue sharing from OCS receipts.

H.R. 935 is one likely approach which provides for non-discretionmary
sharing of 257 of offshore receipts with the coastal States. Although it
was introduced by Congressman Hughes of New Jersey, the Louisiana delega-
tion has pushed for non-discretionary revenue sharing in the past and is
likely to support this or a similar approach again. The Administration
will soon have to take a position on the issue.

You were quoted in the October 31, 1976 New Orleans Times-Picayune as
saying: "In the far west, in coal mining areas, there's been a liberal
law passed to give local and State people a chance to help finance the
extra costs.... I think it's time we had a fair allocation of Federal
funds to give local and State governments so you can still have a good
quality of life and still supply oil and natural gas to the country."

The article stated that your issues staff elaborated that you support the
sharing of OCS revenues with coastal States rather than other previously

enacted Federal impact aid.

Analysis

Our analysis of the issue is fully described in the attached staff papers.
They conclude that:

~ 0OCS activities normally will provide more than sufficient tax base
to repay the public costs which they generate in adjacent States.
Louisiana has gained fiscally from OCS development.

~ There are two potential problems:

® Rapid exploration and development may cause sudden needs for
investment in expanded public facilities before a significant

tax base is in place.
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